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Clean & Healthful,
IU's your right, our mission.

March 17, 2014

Dear ETIC Members,

The Montana Environmental Information Center (M EIC) appreciates the opportunity to comment on
the draft “Consumer Impacts” report under consideration as part of the Renewable Portfolio Standard
(RPS) study. The analysis of the RPS’s impact on ratepayers is arguably the most important
component of the RPS study. Therefore, it is important for ETIC to evaluate consumer impact
information beyond the narrow perspective provided in the utility responses to the RPS questionnaire.
Several responses by utilities (primarily NorthWestern Energy) are inconsistent with statements and
testimony before the Montana Public Service Commission (PSC). In recent PSC dockets,
NorthWestern (NWE) paints a much different picture about renewable energy costs, market
purchases, fuel price hedging, resource diversity and Dave Gates Generating Station (DGGS) than they
do in their responses to the ETIC questionnaire.

Renewable Energy and Market Costs

In response to question #16 in the survey that asks whether the standard has contributed to higher,
lower, or neutral costs for their customers, NWE said it was “neutral” but that, “NWE’s highest cost
RPS resources are currently much more costly on a dollar per megawatt- hour basis than the market
purchases that they displace.”

Comparing highest cost RPS resources to the market is misleading for several reasons. First, NWE
ocuses only on the highest cost RPS resources compared to market purchases, rather than the lowest-
cost RPS resources. Also, NWE fails to mention that spot market purchases are cheaper than any
other resources in their current portfolio. Based on information from the PSC, Colstrip Unit 4, QF
contracts, Spion Kop, and Judith Gap are all more expensive than the spot market (purple). See chart
for comparison of NWE’s supply resource prices.
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Using the market as a low-cost comparison to RPS resources is also inconsistent with NorthWestern’s
statements since 2007 about the cost and risks associated with relying on unpredictable market
purchases. In fact, NWE’s pending acquisition of PPL’s dams hinges on the argument that market
purchases and prices are uncertain, and the utility needs to shield ratepayers from market costs and
risks by becoming more vertically integrated (owning the dams.) Most recently, NorthWestern’s 2013
Resource Supply Plan (Docket#N2013.12.84) the Hydro acquisition docket (Docket# D2013.12.85),
and the Spion Kop wind docket (Docket# D2011.5.41) identify the “risk premium” associated with
market purchases compared to owning the dams and other renewable resources.

MEIC agrees that the market is unpredictable and supports NWE’s decision to shield ratepayers from
future uncertainty and risk by purchasing their own renewable resources such as hydro and wind. It is
perplexing then that NorthWestern would portray the same market that they don’t want to rely on, as a
low-cost alternative to RPS resources. The consumer impacts analysis should provide more context
related to the cost of renewable resources and volatile market prices than NWE'’s response to this
question affords.

Fuel Price Hedging

Question #15 on the utility survey asks whether the RPS has assisted in hedging against the volatility of
fossil fuel markets. NWE responded that it hadn’t because RPS resources had caused the company to
invest in additional gas-fired resources. Yet, in the Spion Kop docket NWE testified that the project
provided a “buffer” against several risks. According to NWE's testimony, “fuel markets have historically
demonstrated price volatility and have resulted in significant cost increases. Since wind generating
facilities do not consume fuel, they are not subject to fuel price volatility” (D2011.5.41 page JDH10).

Renewable resources developed to meet the RPS such as Spion Kop are one way to effectively hedge
against fossil fuel price volatility and related market purchases. As NWE’s Spion Kop testimony points
out, “renewable resources, including wind, generally lower the overall risk in the supply portfolio and
therefore provide long-term benefits to our ratepayers” (D2011.5.41 page J DHg).

Additional gas-fired resources were not mentioned in NWE’s testimony about fuel-price risk associated
with Spion Kop.

Resource Diversity

Question #14 on the utility survey asks if the RPS has contributed to the diversification of their overall
portfolio in Montana. NWE’s responded that it hasn’t because they had already been focused on
renewable resources prior to the RPS. Similarly, question#15 asks whether the standard hasled to a
reduction in dependence on fossil fuels. NWE responded that any change in fossil fuel use to be
“minimal”.

NWE has submitted testimony for the PSC that Spion Kop’s contribution to resource diversity helps
serve the public interest. Moreover, they testified that Spion Kop is necessary to meet the requirements
of the RPS. Specifically, that “an owned wind resource provides diversity from more traditional
thermal resources and market purchase contracts (D2011.5.41 page TAG-14). As to whether the RPS led
to the decision to purchase Spion Kop, NWE testified that “absent Spion Kop, NWE will not
meet(emphasis added) the RPS sometime in 2013 or 2014 (D2011.5.41 page JDH 13).

Clearly, Spion Kop and other RPS resources have added diversity to NorthWestern’s portfolio. Ttis
inconsequential whether NWE would have developed renewable resources to some degree without the
RPS. The percentage of renewable energy in NWE’s current portfolio is tied to the requirements of the
RPS. Since 2005, NorthWestern has tied the amount of renewable energy they plan to acquire directly
to the RPS. For example, in their last four biannual resource procurement plans, NWE has only
considered acquiring the amount of renewable energy required to meet the RPS percentages—nomore,
no less.



Dave Gates Generating Station

Question #21 and #22 on the utility survey ask whether additional resources have been needed to integrate
- renewable resources because of the RPS. In Question #21 NWE responds that Dave Gates Generating
Station (DGGS) was required to integrate renewable resources but in Question #22 NWE responds that
integration resources would have been added to their portfolio without the RPS. The consumer impacts
report also notes that NWE attributes 50% of the cost of DGGS to the RPS.

In the DGGS approval docket (D2008.8.95), NorthWestern’s testimony explains their immediate need for
their own regulating reserves, outside of integration requirements of RPS resources. According to NWE,
several reasons justified their need to build Dave Gates Generating Station (Mill Creek Generating Station
at the time). Primary among these was that purchasing regulating reserves from the market and third
parties (Idaho Power etc.) was becoming less certain. Prior to construction of Dave Gates, NWE was
purchasing 100% of their regulating reserves from the market or third parties. According to NWE’s
testimony, DGGS was “a dispatchability and intermittency issue, not a renewable resource issue”
{D2008.8.95 page DGG-24).

Attributing 50% of the cost of DGGS is quite high considering that NWE identified 35MW of additional
regulation resource needed for both RPS resources and qualifying facilities beyond the 85MW they needed
at the time DGGS was proposed (D2008.8.95 page 8). Dave Gates is a 150MW facility. Even if all of the
35MW of additional regulation resource was attributed to the RPS, that would only be 23% of the total
capacity of the facility.

It is true that DGGS helps balance renewable resources on NWE’s system. But, it is also true that DGGS
would have been built regardless of the RPS, because NorthWestern couldn’t rely on a risky market and
needed to purchase their own regulation service.

MEIC recommends that ETIC include a broader context for their evaluation and report of consumer
impacts. It is important to survey utilities about impacts of the RPS on their customers but it is also
important that the utilities are consistent in their statements related to renewable energy resources,
alternatives, and cost impacts on customers. Inconsistency abounds in NorthWestern Energy’s responses to
the ETIC questionnaire versus their testimony under oath to the Public Service Commission (PSC). ETIC
would be remiss not to supplement the consumer impacts report with information from the PSC.
Expanding the scope and context of the RPS’s consumer impacts will help provide Montanans with a
robust, accurate and complete assessment of the RPS.

Sincerely,

Kyla N. Maki
Clean Energy Program Director



